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THE MAJOR EXPANSIVE INFLUENCE on
markets for both goods and loanable funds
in 1956 was the rise in business capital ex-
penditures. With near-capacity output pre-
vailing generally in basic materials indus-
tries, the increase in total spending was
accompanied by rising prices and wages,
despite decreased outlays for automobiles
and housing construction. Increased de-
mands for funds by business were reflected
in heavy borrowing from banks and through
the securities markets and in substantial
reductions in business holdings of United
States Government securities. Credit to
consumers to finance purchases of homes
and durable goods continued to expand, but
by less than the large amounts of 1955.
Business loans at banks rose a record
amount in the first half of 1956. Their
growth slackened somewhat after midyear,
when net new corporate security issues in-
creased sharply. Loans to consumers and
real estate credit at banks increased less
than in 1955.
In meeting loan demands, banks con-
tinued to sell United States Government
securities in the first half of the year. There-
after banks, particularly country banks, in-
creased their Government security portfolios
somewhat, as the Treasury marketed new
issues of bills and certificates.
The emergence of a cash surplus in the
Federal budget tended to dampen the
growth of private demands for goods and
services. The Treasury repaid about $6
billion of Government debt in the hands of
the public, thus releasing funds for other




NOTE.—Figures are partly estimated. Data exclude inter-
bank loans, and are for last Wednesday of month except for
June and December call dates. Figures for last half of 1956
are preliminary.
purposes and moderating pressures in secu-
rity markets resulting from heavy private
borrowing. State and local government
debt rose less than in 1955 but expenditures
continued to grow.
In view of inflationary pressures and of
capacity limitations on growth in total out-
put, Federal Reserve policy was generally
directed at limiting the expansion of bank
credit. The supply of bank reserves was
adjusted during the year in accordance with
seasonal and other temporary needs, and
on balance was increased moderately. Fed-
eral Reserve discount rates were raised one-
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half percentage point, in two steps at 10
Reserve Banks and in one step at the Min-
neapolis and San Francisco Reserve Banks.
The money supply rose slightly less than one
per cent, but it was used more actively as
rising interest rates and attractive invest-
ment opportunities provided incentives to
businesses and individuals to economize
the holding of cash balances.
Interest rates on all types of obligations
and in all maturity ranges advanced sharply
during the year. The spread between short-
and long-term rates narrowed further, and
during most of the year yields on medium-
term Government securities were above
yields on long-term Treasury bonds.
In the early weeks of 1957 outstanding
bank credit declined sharply, due mainly to
seasonal influences. Net loan repayments,
particularly of business loans, were consid-
erably larger than in the same period of
1956. Although a large volume of new
corporate and municipal security issues was
marketed in January 1957, security yields
turned down.
BANK LOANS AND INVESTMENTS
Total commercial bank credit expanded
about $4.3 billion in 1956, compared with
$4.6 billion in the previous year. The
expansion in 1956 accompanied a smaller
growth of economic activity, as output
pressed against capacity in key lines of
production. The increase in loans outstand-
ing and the reduction in security holdings
of banks were both smaller than in 1955.
Loans. Total loans outstanding at com-
mercial banks rose about $7.8 billion, $4
billion less than the record increase in 1955.
A large part of the difference was due to
a slackening in the growth of real estate
and consumer loans.
Changes in the pattern of bank lending
LOANS AND INVESTMENTS OF COMMERCIAL
BANKS

































































1 Data for Dec. 31, 1956, are preliminary.
2 Less than $50 million.
NOTE.—Data exclude interbank loans. Total loans
are after, and types of loans before, deductions for
valuation reserves. Consumer and other loans are partly
estimated for all dates. Details may not add to totals
because of rounding.
reflected the shift in composition of total
expenditures over the past two years. Re-
ductions in expenditures for residential con-
struction and automobiles in 1956, follow-
ing record outlays in 1955 for both these
activities, were more than offset by increased
spending for business plant and equipment.
Aggregate business loans at banks in-
creased less than in 1955, as the table
shows. However, sales finance and mort-
gage companies, which accounted for more
than one-fourth of the increase in business
loans in 1955, repaid bank debt in 1956.
Excluding loans to these borrowers—which
use the proceeds mainly to finance con-
sumer purchases of durable goods and
homes—other business loans rose about
$5.7 billion in 1956, compared with about
$4.5 billion in 1955.
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The expansion of bank loans to business
was particularly strong in the first half of
1956. Heavy tax payments in March and
June intensified financing needs that were
already large because of capital outlays and
additions to inventories. Business loans in-
creased less rapidly in the second half of
the year, when net corporate borrowing in
security markets rose sharply. A substan-
tial increase in business loans at banks in
December was followed by heavy net loan
repayments in January.
During the first half of 1956, loans to
producers of metal products, machinery,
and transportation equipment accounted for
more than one-half the growth of business
loans at city banks. In that period, orders
for producers' durable equipment were ris-
ing rapidly and steel inventories were being
increased in anticipation of a work stoppage
in the steel industry. From June through
October, metal fabricating companies re-
paid bank debt as steel inventories were re-
duced. Thereafter, loans to these com-
panies rose again and for the year as a
whole increased $1.3 billion compared with
$400 million in 1955.
Borrowing by most other industries was
also greater than in 1955. Loan growth at
city banks to the combined group of petro-
leum, coal, chemical, and rubber companies
and to public utility and transportation con-
cerns exceeded that of the previous year by
more than 50 per cent.
Food, liquor, and tobacco processors and
commodity dealers also increased their bank
indebtedness substantially in 1956. Their
seasonal repayments in the first half of the
year were less than a year earlier. New
borrowings by these companies in the sec-
ond half were considerably greater than a
year earlier and accounted for about two-
thirds of the increase in business loans at
weekly reporting banks in that period.
Business groups that borrowed less than
in 1955 included wholesale and retail trade,
textile concerns, construction companies,
and sales finance companies. In the case
of trade, loan expansion in the early part
of the year was somewhat greater than in
the previous year. After the first quarter,
growth of trade inventories ceased, due pri-
marily to the decline in dealers' stocks of
new automobiles, and in the last three quar-
ters of the year trade concerns borrowed
considerably less than a year earlier.
Sales finance companies, which had bor-


















NOTE.—Monthly changes in large loans at a sample of more
than 200 large banks in the weekly reporting member bank
series. AH changes are cumulative from the last Wednesday
of December.
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ing banks, reduced debt at these banks $200
million in 1956. Outstanding credit ex-
tended by these companies to consumers
and businesses rose only $540 million in
1956, compared with $3.2 billion in 1955.
The growth of bank lending to consumers
was about one-third less than in 1955.
Short- and intermediate-term credit to con-
sumers from all lenders expanded $3.2 bil-
lion, about one-half the record increase in
1955. The slowdown reflected a decline
in extensions of credit on automobile paper
and a rise in repayments on all types of
instalment credit.
Total real estate credit at banks grew less
than in 1955, but a major part of the differ-
ence was due to a decline in 1956 in mort-
gages held under resale agreements with
mortgage lenders, compared with an in-
crease in such holdings in 1955. Bank loans
to, and mortgages purchased under resale
agreements from, mortgage lenders had in-
creased substantially in 1955 when these
lenders experienced difficulty in meeting
heavy commitments to absorb new residen-
tial mortgages. Although mortgage lenders
did not draw further on bank credit to sup-
plement their usual sources of funds in 1956,
their indebtedness to banks declined only
about $100 million and was $1.5 billion at
the year-end. Of the $1 billion growth in
such credit at weekly reporting banks in
1955, about one-half consisted of business
loans and about one-third, representing
mortgages purchased under resale agree-
ments, was classified as real estate loans.
Outstanding loans for the purpose of pur-
chasing or carrying securities declined $700
million in 1956, in contrast to an increase
of $600 million in 1955. This change ap-
pears to reflect reduced incentives for deal-
ers to hold securities in view of the higher
cost of bank credit, the downward move-
ment of bond prices, and cessation of the
rapid increase in stock prices. Agricul-
tural credit, which had declined $700 mil-
lion in 1955 as Commodity Credit Corpora-
tion certificates of interest were redeemed,
was reduced about $300 million in 1956.
Investments. The steady decline in bank
holdings of United States Government secu-
rities that began at the end of 1954 was
reversed after mid-1956. This change was
accompanied by a slackening of loan
growth, particularly at country banks. Bank
sales of $5.0 billion of Government secu-
rities in the first half of the year were fol-
lowed by net acquisitions of $2.0 billion
in the second half, largely new issues of
short-term obligations.
Over the entire year Government secu-
rity holdings of banks declined $3.0 billion,
equivalent to about one-half the reduction
in the publicly held debt of the United
States. Bank holdings of other securities
decreased $500 million, the first annual de-
cline in the postwar period.
Although total Government security hold-
ings of banks declined and the ratio of loans
to deposits rose further in 1956, the liquid-
ity position of banks apparently increased
somewhat in the second half of the year.
Bank holdings of marketable Government
securities maturing in one year or less—
a major liquid asset—remained unchanged
in the first half of the year, as substantial
net sales of these short-term obligations
were offset by the movement of other Gov-
ernment securities into the less-than-one-
year category due to the passage of time.
In the second half of 1956, bank hold-
ings of short-term Government securities
rose nearly $5 billion to $13.7 billion, the
highest level since January 1955. This in-
crease was the result, in about equal meas-
ure, of substantial net purchases of new
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issues of bills and certificates and the move-
ment of a large issue of Treasury notes into
the short-term category. As a result, the
ratio of bank holdings of short-term Gov-
ernment securities to total deposits rose from
4.7 per cent in both December 1955 and
June 1956 to about 7 per cent in December
1956. The ratio increased at all classes
of banks, but remained higher at country
banks than at reserve city and central re-
serve city banks.
The shortening of the average maturity
of bank portfolios of Government securities
reflected a similar change in total Govern-
ment debt. Although total debt other than
that held by Federal agencies was reduced
about $6 billion in 1956, Treasury bills
and certificates held by the public rose about
$6 billion. As the net result of new issues,
retirements, and exchanges, as well as the
movement of note issues into the short-
term category due to the passage of time,
total marketable debt maturing within one
year in the hands of the public increased
$7.4 billion in 1956. This development
tended to offset in part the general tendency
toward reduced liquidity that accompanied
economic expansion under conditions of
credit restraint.
DEPOSITS AND CURRENCY
The money supply—demand deposits ad-
justed and currency outside banks—in-
creased $1.3 billion in 1956 or slightly less
than one per cent, compared with 3 per cent
in both 1954 and 1955. The contrast with
1955 was more marked in the rate of growth
of the money supply than in the rate of
expansion of total bank credit. The differ-
ence was reflected partly in a greater in-
crease in time deposits in 1956. These rose
$3.7 billion as against $3.1 billion in 1955,
with more than half of the 1956 increase at
MONEY SUPPLY AND RATE OF TURNOVER















NOTE.—Figures for deposits and currency are quarterly
averages of seasonally adjusted data for last Wednesday of
month and are partly estimated. Demand deposits are for
all banks in the United States and exclude U. S. Govt. and
interbank deposits and items in process of collection. Cur-
rency excludes bank vault cash. Data for last half of 1956
are preliminary. Figures for turnover are quarterly averages
of seasonally adjusted monthly data for 337 leading centers
outside New York and 6 other financial centers.
commercial banks.
The tendency for deposits to shift away
from central reserve city banks continued
in 1956. Total deposits at these banks de-
clined somewhat. While the share of re-
serve city banks in total deposits remained
roughly the same, country member and non-
member banks accounted for about three-
fourths of the growth in total deposits.
Over the past two years the rise in de-
mand deposits and currency in the hands
of businesses and individuals—the active
money supply—has been less rapid than the
increase in money incomes and expenditures.
A declining ratio of cash balances to income
and expenditures is typical of periods of
rising economic activity in which incentives
to economize holdings of money balances
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become stronger. The higher cost and re-
duced availability of additional credit, as
well as favorable opportunities for financial
and real investment, encourage more active
use of cash balances.
This process, which represents a rising
velocity of circulation of money, reflects the
adaptation of the private economy to credit
restraint in the course of an upswing in eco-
nomic activity, especially following a period
of credit ease and relatively low interest
rates. By drawing down cash balances,
either to lend to others as interest rates be-
come more attractive or to spend directly on
goods and services, businesses and individ-
uals are able, at least temporarily, to over-
come in part the effects of restrictions on
the availability of credit. Consequently,
the greater the possibility of activating
cash balances—that is, of increasing vel-
ocity—the less the need for expansion of
the active money supply in order to finance
a given increase in total expenditures.
As an example of this process, nonfinan-
cial corporations increased their aggregate
cash balances $1.0 billion or 3 per cent in
the year ending September 1955 while sales
rose about 10 per cent. In the same period
individuals and unincorporated businesses
increased their aggregate holdings of de-
mand deposits and currency $2.7 billion.
On the other hand, in the year ending Sep-
tember 1956, cash balances were reduced—
$400 million by corporations and $300
million by individuals and unincorporated
businesses—while income and expenditures
rose steadily.
A measure of the increasing velocity of
circulation of money is provided by the an-
nual rate of turnover of demand deposits,
which in leading centers outside New York
City and other financial centers rose about
8 per cent in 1956, after increasing 7 per
cent in the previous year. As shown in the
chart on the preceding page, velocity has
accelerated over the past two years as
money supply growth has slackened.
FEDERAL RESERVE POLICY
Slower growth in the money supply in 1956
reflected a Federal Reserve policy of re-
straint on credit expansion as buoyant over-
all demand for labor and materials pressing
against available resources maintained up-
ward pressure on prices and wages. Open
market operations were used to allow for
seasonal and other temporary swings in re-
serve needs, but together with other reserve
factors they were also geared to some
growth in bank credit and the monetary
stock. At times during the year, in re-
sponse to changes in the climate of busi-
ness, the degree of restraint was altered
moderately, but restraint was generally suf-
ficient to maintain member bank borrow-
ings above excess reserves throughout the
year.
On balance, the System portfolio of
United States Government securities rose
less than $200 million in 1956. Securities
were sold in the early part of the year to
absorb reserves as demand deposits and cur-
rency in circulation declined seasonally. Net
purchases on a temporary basis in March
and again in May, June, and August pro-
vided reserves in connection with heavy de-
mands for funds at those times, and seasonal
purchases in the last two months of the year
were considerably larger than in the pre-
vious year.
Other factors contributed to bank re-
serves during the year. Net gold purchases
by the United States, along with a decline
in foreign and other nonmember deposits at
the Reserve Banks, added about $500 mil-
lion to reserves. These factors together
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NOTE.—Monthly averages of daily figures for member
banks. Free reserves are excess reserves less borrowings.
with an expansion of Reserve Bank float
exceeded by more than $200 million the
drain on reserves from an increase in cur-
rency in circulation.
In summary, the combination of other
factors with open market operations pro-
vided about $400 million in reserves in
1956. Required reserves increased about
$200 million and member banks reduced in-
debtedness to Federal Reserve Banks about
$150 million.
Member bank borrowing had risen
rapidly in 1955 and had averaged $900
million in the fourth quarter, exceeding ex-
cess reserves by $350 minion. Member
bank indebtedness reached its monthly peak
for 1956 in April, when it totaled about
$1.1 billion, or $500 million above excess
reserves. In the last two quarters, the level
of borrowing declined, and in the fourth
quarter was about $700 million, compared
with excess reserves of about $550 million.
The cost of member bank borrowing in-
creased Vz percentage point during 1956.
In April, 10 Reserve Banks raised discount
rates
 XA percentage point to 2% per cent
and the Minneapolis and San Francisco
Banks raised the rate Vi percentage point
to 3 per cent. In August rates at the other
10 Banks were advanced to 3 per cent.
In another action, the Board of Gov-
ernors and the Federal Deposit Insurance
Corporation raised the maximum permis-
sible rates of interest payable by commercial
banks on time and savings deposits, begin-
ning in 1957. For savings deposits and
time deposits with a maturity of 6 months
or more, the maximum rate was raised from
IVi to 3 per cent. After this action a num-
ber of banks announced increases in rates
to be paid on savings and time deposits.
Banks that increased rates hold at least one-
third of total time deposits at commercial
banks.
In addition to Federal Reserve policies,
the development of a surplus in the budget
of the United States Government also pro-
vided restraint on the growth of demands
for goods and services in 1956. As tax
receipts rose considerably more than ex-
penditures, the cash budget showed a sur-
plus of about $5.5 billion in 1956, in con-
trast to a deficit of $700 million in 1955.
Repayment by the Treasury of $6 billion
of Government debt in the hands of the
public acted to relieve pressures in secu-
rities markets stemming from strong pri-
vate demands for funds. Nonfinancial cor-
porations, in particular, sold or redeemed
about $5 billion of Government security
holdings, in contrast to an increase of more
than $4 billion in 1955.
INTEREST RATES
The upward movement in interest rates that
began in late 1954 continued generally
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NOTE.—Market yield data are weekly averages of daily
figures. Treasury bill rates are market yields on longest
bills. Long-term U. S. Govt. yields are on IVi per cent
bonds. Commercial paper rate is on prime 4- to 6-month open
market paper. Yields on corporate and State and local Aaa
bonds are from Moody's Investors Service. Latest figures
are for week ending February 9.
throughout 1956, carrying most rates well
above earlier postwar peaks established in
1953. Advances were particularly rapid
around the first quarter tax date, in the late
summer, and during November and Decem-
ber. In early 1957, bond yields have again
turned down, offsetting much of the increase
during November and December.
In contrast to 1955, when long-term
bond yields advanced less than one-fourth
as much as short-term interest rates, long-
and short-term rates rose more nearly to-
gether during 1956. Some further narrow-
ing of the spread between long- and short-
term rates did occur, nevertheless, particu-
larly for United States Government securi-
ties. Treasury bond yields advanced less
rapidly than corporate and municipal bonds,
while yields on intermediate-term Govern-
ment securities rose more and remained
above long-term Treasury yields during
most of the year.
Yields on outstanding highest-grade cor-
porate bonds, which increased rapidly in the
last five months of the year when a record
volume of new issues was sold, reached
levels above 3
3A per cent in December
1956. Yields on highest-grade State and
local government bonds exceeded 3 per cent
at the year-end.
The rate on 90-day Treasury bills, which
is especially sensitive to money market de-
velopments, fluctuated within a wide range
during the year. In the first half, as the
volume of bills outstanding declined some-
what, the bill yield varied with pressures on
bank reserves. In the second half, as the
Treasury marketed three new issues of bills
in addition to the usual weekly offerings
and as money market pressures tightened,
the bill yield rose steeply. From Decem-
ber to December the market yield on bills
rose % of a percentage point, or about half
as much as in 1955. Yields on prime com-
mercial paper and bankers' acceptances
moved in general with the market rate on
Treasury bills.
Average rates charged by banks on short-
term business loans rose almost Vz percent-
age point during the year, as the prime loan
rate was advanced in April and again in
August by VA percentage point. The spread
among average rates on loans of different
size tended to narrow as a result of greater
increases in rates on larger size loans.
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